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INTRODUCTION
anufacturing firms are capitalizing on global resources from all over the world more than ever before. Companies are outsourcing everything from information technology to engineering to patent attorneys (Engardio and Armdt, 2006) . During the last twenty years, exports have increased from 16 percent to 27 percent of total output. Since 1990, foreign direct investment has almost tripled and foreign portfolio investment has risen fivefold as a percentage of world output. As countries open themselves to international competition, they tend to pursue policies that promote success in the global market. Open economies tend to exhibit innovative policies to help foster new business formation, political stability, accountability, and anticorruption policies (Cox and Alm, 2005) .
To facilitate the trading of foreign equities within the United States, the American Depository Receipts (ADRs) were first introduced by J.P. Morgan in 1927. American Depository Receipts make it possible for investors to buy and sell foreign securities without having to trade on foreign exchanges or deal in foreign currency. The primary advantage for purchasing ADRs is the benefit of global diversification (Officer and Hoffmeister, 1988 and Jiang, 1998) .
ADRs are certificates created by large U.S. banks that represent ownership of foreign equity shares denominated in U.S. dollars. The bank holds the original foreign stock in trust and distributes dividends to the ADR owner in U.S. dollars. ADRs are traded on the New York Stock Exchange, the American Stock Exchange, and the over-the-counter market. The market value of the ADR fluctuates with the market value of the underlying foreign stock (Besley and Brigham, 1999) . Approximately 1700 ADRs are traded in the United States (Brigham and Ehrhardt, 2005) . This study examines the performance of manufacturing firm American Depository Receipts listed on the New York Stock Exchange.
RELATED LITERATURE
Previous studies show conflicting findings in the performance of ADRs. Callaghan, Kleiman and Sahu (1999) find that ADRs significantly outperform the stock market index during short-term and long-term holding periods from the date of issue. From a sample of 66 ADRs from 18 countries the authors record cumulative excess returns of 19.6 percent during the first 12 months and 2.3 percent cumulative excess returns during the first month. ADRs from emerging markets yield cumulative excess returns of 34.37 percent during the first year and outperform ADRs from developed countries. Sundaram and Logue (1996) also discover significant positive abnormal returns in early trading. Furthermore, Jayaraman, Shastri and Tandon (1993) find the variances of the underlying shares from developed markets to be significantly higher after listing the ADRs.
In a study of 18 Mexican ADRs issued on the NYSE, Schaub (2002) finds that the ADRs outperform the S&P 500 by 3.8 percent in the first day of trading but under-perform the index during the first five years. In another study, Schaub (2003a) examines early returns of ADRs segmented by date of issue to determine the effects of market-timing. Schaub finds that ADRs issued prior to May 1, 2000 outperform the S&P 500 by nearly 12 percent in the first month of trading. Those issued after May 1, 2000 underperformed the index by 1.4 percent in the first month of trading. Elliott and Schaub (2005) find long-run returns for financial institution ADRs from developed markets significantly outperformed the S&P 500 by 15.17 percent while emerging market firms perform similar to the market index. Interestingly, SEOs significantly outperformed the S&P 500 by 20.69 percent while the IPOs show no significant difference in performance relative to the S&P 500. According to Schaub (2004) , significant cumulative wealth effects associated with stock market timing may exist for IPOs and SEOs trading during holding periods in bear markets. More recently, Schaub (2006) examines long-term returns of 119 emerging market and 123 developed market ADRs listed on the NYSE. He concludes that emerging market ADRs issued prior to January 1, 1998 under-perform the S&P 500 index during a holding period of 36 months while those issued after January 1, 1998 outperform the S&P 500 index. Findings suggest that emerging market ADR performance may move countercyclical to the domestic equities. Developed market ADRs under-perform the S&P 500 index throughout the study period. In a similar study, Surz (2007) finds that from 2000-2006, ADRs earned returns of 32 percent while the S&P 500 Index earned an average return of 16 percent.
In a study involving 333 ADRs from 35 countries, Foerster and Karolyi (2000) find ADRs under-perform comparable firms by 8%-15% during the first three years following the date of issue and under-perform the U.S. market index by 27.5 percent during the 3 year holding period. Ritter (1991) also concludes that global equity offerings under-perform the market in the long run. Martell, Rodriguez and Webb (1999) find that price volatility of the underlying shares for ADRs from emerging markets are weak and not significant, while Alexander, Eun, and Janakiramanan (1988) find that foreign equities under-perform the market in the long-run. In addition, Schaub (2003b) finds no significant difference in short-term performance, however he finds that the ADRs under-perform the S&P 500 Index in the long run. Segmenting the ADRs by equities from emerging markets and developed markets he finds that ADRs from developed markets perform the same as the S&P 500 index while those from emerging markets under-perform the S&P 500 index by 2.16 percent during the first month of trading. After three years of trading, emerging market and developed market ADRs under-perform the S&P 500 index. In related IPO studies with equities from the United Kingdom (Levis, 1993) , Taiwan (Huang(1999) and Latin America (Aggarwal, Leal and Hernandez, 1993) and others (Brav and Gompers, 1997) find that initial public offerings from foreign countries generally under-perform the market in the long run. Contrary to these studies Ben Naceur (2000) and Dawson (1987) find that IPOs outperform the market in the long-run.
The literature does not provide a definite answer to the problem of whether newly issued ADRs generate early returns greater than the market and does not specifically examine the performance of manufacturing firm ADRs. Because of their economic importance, this study examines the short-term performance of manufacturing firm ADRs.
THE PROBLEM
The problem of this study is to determine whether manufacturing firm ADRs newly listed on the New York Stock Exchange generally outperform the S&P 500 Index over a 21-day period from the date of issue and to determine whether the performance of developed market ADRs differ from those of emerging markets. Furthermore, the problem is to determine whether manufacturing firm ADR returns from initial public offerings (IPOs) differ from seasoned equity offerings (SEOs), and also whether manufacturing firm ADR performance differs because of market-timing.
DATA
This study examines the short-term performance of foreign manufacturing firm equities traded as American Depository Receipts (ADRs). Daily and monthly cumulative excess (abnormal) returns are examined from a portfolio of 35 manufacturing firm ADRs traded on the New York Stock Exchange from January 1, 1990 through December 31, 2002. A 13-year study period is selected to examine ADR performance during a period that includes both bull and bear markets. Although the portfolio includes a relatively small number of equities, the 35 ADRs span 18 different countries and represent 100 percent of the newly issued foreign manufacturing firm equities listed on the New York Stock Exchange during the study period. To capture more information concerning performance, the 35 ADRs are further segmented into several subsets: 10 from emerging markets, 25 from developed markets; and 21 IPO issues, 14 SEO issues, 19 ADRs listed before 1/1/98 and 16 ADRs listed after 1/1/98. Equity prices and S&P 500 data were obtained from Commodity Systems, Inc. Table 1 identifies the eighteen countries represented and the number of stock issues from each country.
METHODOLOGY
The methodology of this study is modeled from earlier studies by Schaub (2003b) and Foerster and Karolyi (2000) by examining ADR daily cumulative excess returns during the first 21-days after the date of issue and monthly cumulative excess returns for 36 months after the date of issue. Performance data is derived from ADRs listed on the New York Stock Exchange. In the case of earlier studies, (Schaub, 2002 (Schaub, , 2003a ,b) the S&P 500 Index serves as an appropriate proxy for the U.S. market comparison. In the analysis for market timing later in the paper, the cutoff time of 1/1/98 is selected to capture the effects of the market correction on long-term ADR returns. The ADRs listed before 1/1/98 and others listed after 1/1/98 allows testing the performance of manufacturing firm ADRs during a 36-month holding period during a bull market (before the cutoff date) and a bear market (after the cutoff date).
Returns are calculated as compounded total returns including dividends over consecutive days or months. Daily or monthly excess returns are computed by subtracting each day or monthly holding period return from that of the S&P 500 Index.
Equations 1 through 3 below describe the process for computing excess returns (xr), average excess returns (AXR), and cumulative excess returns (CXR). First, the excess return for each security i on day t (xr i,t ) is computed as the difference between the return of the security on day t (r i,t ) and the return of the S&P 500 market index on day t (r m,t ).
(1)
In equation 2, the average excess return for the sample for each day t (AXR t ) is derived from the mean of the sum of the excess returns for each of the n securities during day t.
Finally, cumulative excess returns as of day T are computed as the summation of the average excess returns starting at day 1 until day T.
(3)
P-values for daily average excess returns (AXR) and the cumulative average excess returns (CXR) are calculated and tested for statistical significance using a Z-score to determine significance at the 10 percent alpha level. The respective p-values for these tests are given in Tables 2, 3 , and 4. A p-value of .10 or less indicates the excess return or cumulative excess return is significantly different from 0. Table 2 in bold print, average excess returns for the entire sample during the 21-day period are significant and positive on days 1, 14, and 17 and significant and negative on days 3 and 4. However, cumulative excess returns are positive and significant for the first day of trading only. The remaining 20 days show earnings that are not significantly different from the S&P 500.
FINDINGS

As shown in
Further investigation reveals that a difference in performance seems to exist among IPOs and SEOs. The IPOs show positive and significant average excess returns in days 1, 14, and 17, while day 3 was negative and significant. Cumulative excess returns are positive and significant on days 1, 2, 17, 18, 19 and 21. At the end of the holding period, the IPOs earned a significant 5.00 percent cumulative excess return. On the other hand, the SEOs earned negative and significant cumulative excess returns on days 2-14, 16, and 18. Significant cumulative excess returns ranged from a negative 1.85 to a negative 4.46 percent. Overall, the SEOs finished the 21-day holding period with returns that are not significantly different from the performance of the S&P 500. Findings seem to suggest that manufacturing firm IPOs outperform SEOs.
In Table 3 , p-values for average excess returns and cumulative excess returns are shown for emerging market and developed market ADRs. Over the 21-day period, the emerging market ADRs reveal positive and significant average excess returns on days 5, 11, 17, and negative and significant average excess returns on days 2, 53 6, 19 and 20. Cumulative excess returns for emerging market ADRs are significant and negative on days 2, 3, and 4 and end the 21-day period with no significant difference in returns. The ADRs from developed markets earned positive and significant average excess returns on days 1, 6, 14, 17, and 19. Negative and significant average excess returns are earned on days 3, 4, and 12. Developed market ADR cumulative excess returns are significant only on days 1 and 2 and end the holding period with returns that are not significantly different from the S&P 500.
Because diversification is of utmost importance during stock market corrections, market-timing is examined. To determine whether market-timing influences manufacturing firm ADR performance, data are expanded to provide monthly cumulative excess returns over a long-run holding period of 36 months from the data of issue. The results for all 35 ADRs during the entire period and for the 19 ADRs listed before 1/1/98 (bull market) and the 16 ADRs listed after 1/1/98 (bear market) are given in Table 4 .
In the left-hand column of Table 4 , the entire sample of 35 manufacturing firm ADR monthly average excess returns and cumulative excess returns are shown for the 36-month holding period. Cumulative excess returns are positive and significant for months 2, 4, 5, and 6 and are not significant at the end of the 36-month holding period.
The middle column shows the performance for the ADRs listed before 1/1/98 during the bull market. During the holding period, cumulative excess returns are not statistically different from the S&P 500 during months 1 through 34, however, cumulative excess returns end the 36-month holding period with a significant and negative return of 26.51 percent. When market-timing is introduced, the data seems to indicate a counter-cyclical behavior.
The right-hand column shows the monthly cumulative excess returns for ADRs during the bear market for those listed after 1/1/98. During months 3-9, 11, and 22, cumulative excess returns are positive and statistically significant and range from 9.64 to 24.09 percent. The 36-month holding period ends with cumulative excess returns that are not significant.
CONCLUSIONS
Although manufacturing firms represent an important sector of the economy for any country, the evidence from this study does not support the hypothesis that manufacturing firm ADR's outperform the S&P 500. There is no significant difference in performance of the ADRs relative to the performance of the S&P 500 Index. These findings are consistent with those of Elliott and Schaub (2005) and Schaub (2003b) , and are contrary to those of Callaghan, Kleiman, and Sahu (1999) who find significant excess returns during short and long-term holding periods and Foerster and Karolyi (2000) who find significant underperformance. Evidence, however, indicates that IPOs significantly out-perform the S&P 500 Index in early trading while no significant difference in performance exists for SEOs. These finding are contrary to the results from financial institution ADRs by Elliott and Schaub (2005) . When ADRs are segmented by firms from emerging markets and developed markets, no significant difference exists in performance relative to the S&P 500 Index during the 21-day holding period. This differs from the findings of Elliott and Schaub (2005) who reveal that financial institution ADRs from developed markets significantly outperform the S&P 500 in the long-term.
The findings, however, suggest that market-timing is a critical factor. The ADRs listed before 1/1/98, during the domestic bull market, reveal statistically significant negative returns of nearly 26 percent. The significant negative returns during the bull market and significant positive returns in months 3-9, 11, and 22 during the bear market seem to suggest that manufacturing firm ADR returns move counter-cyclical to the S&P index. This is consistent with the findings of Schaub (2004 and 2006) .
Overall, the findings of this study suggest that manufacturing firm ADRs generally perform similar to the S&P Index. However, IPOs outperform SEOs amd the market in early trading. If these findings are representative of the industry in general, implications are that manufacturing firm ADRs may provide diversification benefits because of their counter-cyclical performance relative to the domestic market. Further study is needed to unravel the mystery of the erratic behavior of ADR performance. 
